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For members of the Overwaitea Division, this is the second of two articles on the UFCW Union Pension Plan 
aimed at helping you better understand the Pension Plan Trustees’ investment strategy with Pension Plan 
assets.  This article will examine the following.

the downward trend in long-term interest rates over the last 
twenty years;
the reason that the Trustees decided to invest the majority of the 
Pension Plan assets in long-term government and corporate bonds 
and mortgages; and
the rate of return you earned on your own contributions to the Plan.







1. Historical Interest Rates 4. How are the Plan Assets Performing? 6. Rate of Return on Employee Contributions
2. What is a Bond? 5. What is the Financial Condition 7. The Relationship between Interest Rates 
3. Current Investment Strategy of the Plan? and Plan Liabilities

Watch for regular updates in future from 
your Pension Plan Trustees regarding Pension 
Plan investments and performance.  If you 
have any questions regarding this newsletter 
or about your pension benefits, contact the 
Plan Administrator toll free at:

Volume 1   Number 3

The most significant challenge 
faced by the Trustees, currently 
and over the past few years, is 
the risk of continued decreases 
in long-term interest rates.  As 
explained in a previous 
newsletter, decreasing long-
term interest rates have 
resulted in a continued 
increase in the Plan’s liabilities.  
(The Plan’s liabilities are the 
benefits that have been 
promised to you and to all Plan 
members.)

As you can see in Table I, long-
term interest rates have been 
declining since the early 1980s.
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Analysis Period:  1981 to 2000

Table I

Table III

SM Long-Term Bond Yld LU

historical  ratesinterest 
what is the  of the plan?financial condition 

rate of return on employee contributions

Based on the most recent actuarial valuation carried out at January 1, 2000, which employed a conservative 
assumption as to future investment earnings, the Trustees have been advised that in each Division of the Plan the 
existing assets plus future contributions are sufficient to fund all the benefits (accrued and future service) that 
have been promised.

You may be required to make contributions to the Plan in accordance 
with the terms of your collective agreement.  Any contributions that 
you make to the Plan will be credited with interest as of December 31 
of each year.  The Trustees have adopted the following method for 
calculating the interest rate used to determine the amount of interest 
you are credited with each year:

Since you have only been contributing to the Plan since 1998 at the 
earliest, the Trustees cannot use the five-year average noted above 
until December 31, 2003.  Accordingly, your contributions to the Plan, if any, will be credited with the 1998 return 
for 1998, the average of the 1998 and 1999 returns for 1999, and so on until five years have elapsed since you began 
making contributions.

Finally, Table III shows the interest rate that was or will be credited on your employee contributions, if any, for the 
years ending December 31, 1998, December 31, 1999 and December 31, 2000.

Interest rate earned on your employee     = 5 year average of the return 
contributions by the assets of your Division

Division

Tober Enterprises

Local 2000

Local 1518

Canada Safeway

Overwaitea Food Group

1998

17.10%

17.10%

17.10%

17.10%

17.10%

1999

2.95%

2.95%

2.95%

3.10%

5.65%

2000

7.81%

7.74%

7.85%

7.76%

7.64%

U n i o n P e n s i o n P l a n N e w s



historical  rates  interest (cont’d.)

what is a ?bond 

 
investment strategy

As long-term interest rates fall, the cost of 
providing benefit payments in the future increases.  
For instance, if you promise to pay someone $100 
per year forever and you only have $1,000 to start 
with, you must earn at least 10% interest on that 
$1,000 every year in order to live up to your 
promise.  ($1,000 multiplied by 10% equals $100, 
which is the amount of your payment.)  If interest 
rates are low and you cannot realistically expect to 
earn 10% on your $1,000, you must increase the 
amount of your initial investment.

Let’s say that interest rates are 5%.  You must then 
start with $2,000 in order to meet your $100 
annual payment forever.  ($2,000 multiplied by 5% 
equals $100.)

Accordingly, as long-term interest rates were 
falling, the Trustees were facing rapidly increasing 
costs in providing benefits to Plan members.

Table II shows information Table II contains some interesting information.

regarding the rate of return 

achieved by the assets in your 1. The actual rates of return over the three-year period havebeen very close 

pension fund since the to the rates of return needed to match the growth in the Plan actuarial 

Trustees adopted an liabilities.  This is demonstrated by comparing the year-by-year values in 

investment strategy of columns 2 and 3.  

matching the Plan's assets and 

liabilities through the use of 2. In 1999, the needed return was -15.10% while the Plan achieved a return 
fixed-income investments -  of -5.80%.  The excess in 1999 of 9.30% offset the shortfalls which 
primarily bonds.  occurred in 1998 and 2000.

As described earlier in this 3. This table illustrates that high positive returns do not necessarily mean 
article and in the newsletter that the Plan’s financial positions has improved, and negative rates of 
issued last spring, the return do not necessarily mean that the Plan’s financial position has 
Trustees are committed to deteriorated.  The key issue is whether the change in the value of assets 
ensuring that the assets in the has matched or been better than the change in the value of the liabilities.
fund are large enough to pay 

for the liabilities.  This is The Trustees carefully analyzed the relationship between the Plan's liabilities 
much more important than and interest rates, along with the historical market returns, and established 
the actual size of the Plan an investment policy that is capable of meeting their primary investment 
assets.  Accordingly, Table II objective -  the delivery of benefits from the Plan with a high degree of certainty.
also provides information 

about the rate of growth (or This investment strategy puts the Trustees in the unique situation of not being 
shrinkage) of the Plan's assets concerned whether or not interest rates increase or decrease.  In either event, 
and liabilities and the interest the security of your benefits is protected.  In addition, your benefits are not at 
rate used by the actuary to risk from adverse stock market performance.
calculate these amounts over 

the last three years.

A bond is a promise made by the issuer - usually a Bonds that make a series of payments can be 

government or corporation - to pay a set or purchased; these payments closely match the pension 

predetermined series of payments to the bondholder.  payments that are to be provided to pension Plan 

This is similar to the Trustees’ promise to pay a pension members.  As interest rates rise or fall, the value of the 

to you, a Plan member, for your lifetime.  The bonds will fall or rise, similar to the $100 annual 

relationship between a bond’s value and interest rates payment example outlined earlier.  However, regardless 

is the same as the relationship between a Pension Plan of changes to the current value (i.e., market value) of 

liability and interest rates.  As interest rates increase, the bonds, the same face value of the bond will be 

the value of the bond decreases; conversely, as rates received by the Trustees and then used to pay pension 

decrease, the value of the bond increases. benefits from the Plan.

The Trustees have adopted an investment strategy where Trustees to meet their primary investment objective, which Plan members.  Although this portfolio may increase and Although in some years the stock market may outperform 
most of the Plan assets are invested in a portfolio of is the delivery of your benefits with a high degree of decrease in market value as interest rates move the rate of return earned on bonds, it is important to 
government and corporate-issued bonds.  The Trustees certainty.  It also avoids the risk and volatility associated correspondingly down and up, the portfolio will nevertheless remember that the Trustees have opted for security of your 
believe that this portfolio provides the most effective with the stock market. always produce the income needed to provide the expected benefits in making their decisions with respect to the 
protection to pension benefits against the threat of benefit payments.  This very important feature of a bond investment of Plan assets.  It is also not true that stock 
decreasing interest rates.  It also ensures that the Trustees This bond portfolio has been designed to generate sufficient portfolio cannot be duplicated from investment in the stock markets always outperform bonds.  In fact, over the last 20 
are able to meet their benefit payment obligations if interest funds to pay the amount of future benefits estimated by the market where, in addition to interest rates, many other years in Canada, on average, long-term bonds have 
rates increase or stay the same.  This strategy allows the actuaries, which the Trustees have promised to you and all external factors affect changes in the value of stocks.  outperformed stock markets.

current

Table II

(Column 1)

1997

1998

1999

2000

Plan Year

(Column 3)

20.20%

-15.10%

18.30%

Approximate 

Rate of Return 

Needed to 

Match the 

Growth in the 

Actuarial 

Liabilities*

(Column 2)

17.01%

-5.80%

11.60%

Pension Plan

Rate of Return

(Column 4)

6.10%

5.50%

6.70%

6.10%

Interest Rate 

on Long Bonds 

at Plan Year-

End

(Column 5)

5.25%

6.25%

5.75 - 6.00%

Interest Rate

Used to 

Calculate Plan 

Liabilities at 

End of Year 

Plan
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